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Negative Sentiment

The global heat wave has extended to the bond market this August as a steady sequence of negative news 

flow has dented sentiment. While we do agree with some of this as it pertains to the longer term, we do not 

believe the time is yet for this to play out. As things stand, higher longer-term yields driven by supply/demand 

imbalances should prove to be self-correcting as tighter financial conditions will ultimately result in easier 

policy. Below we flesh out some of the issues that we believe are causing the current bond market turmoil, 

while also discussing some of the factors which we feel will ultimately drive yields lower.

Three headlines over the last few weeks have really unnerved the bond market. First, we had the fall in tax 

receipts in the US leading to an increase in Treasury bond issuance. Next, we had a shift in the Bank of 

Japan’s (BoJ) policies related to its management of its Yield Curve Control (YCC) programme, and finally we 

had the decision by Fitch to downgrade the US from AAA to AA+ (driven not unreasonably by both economic 

and political dynamics). Of the 3 factors perhaps the most significant pertains to the BoJ, as their aggressive 

easing of the past 2 decades has seen $trillions flow into global market assets. An unwinding of this policy, 

however gradual, can potentially have a sizeable impact on global markets. However, despite the sudden and 

unexpected increase in volatility, we do not feel it justifies a change to our overall outlook. There are several 

sound fundamental reasons for this.

The Consumer - the immense momentum in the US consumer has belatedly started to slow. After months of 

record usage, exorbitant rates notwithstanding, credit card borrowing has begun to subside with the $1 trillion 

of outstanding credit card debt seemingly the high point for now. While the strong jobs market has certainly 

supported the consumer ‘feel good’ factor, employment has also begun to weaken. Although job losses are not 

a problem as yet, job creation has slowed markedly. Elsewhere various indicators have also started to show 

warnings of consumer retrenchment including second hand car prices and airline fares. While it is still early 

days, it looks like rates might finally be starting to bite. 
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Federal Reserve Consumer Credit Revolving Net Chg 
vs US Retail Sales YoY 

Fed Consumer Credit Revolving Net Chg

US Retail Sales YoY
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US CPI  - Used Autos and Airline Fares 

US CPI Airline Fares YoY

US CPI Used Cars & Trucks YoY %

Source: Bloomberg 31/07/23

Consumer Credit vs Retail Sales Select Consumer Item Deflation 



Policy Backdrop – There are longer term structural changes which we believe are likely bring about a shift 

from a global disinflationary regime to one of higher inflation. Practically speaking this means central banks will 

be more likely fighting inflation than deflation going forward. It does not mean however that we won’t see 

cyclical disinflation/deflation on the back of efforts to undermine growing inflationary pressures. It is our belief 

that given the extent of monetary tightening we have seen of the last 2 years globally, that we are now moving 

to a period of cyclical disinflation. Even in the 1970’s we saw this pattern occur. Remember it was globalisation 

(structural forces) more than Paul Volker’s actions (cyclical) that did more to ultimately defeat inflation. The 

global economy of the last 30/40 years has been built on continuous credit expansion – pulling the plug on 

cheap money will undoubtedly have consequences and that is exactly what central banks are doing. Our advice 

is to read more about Newtons Laws of Physics than the views of the Nobel prize winning economists at the 

Fed who have failed to identify any of the many economic crisis that have occurred over the last 30 years. 

Debt Load - Debt is the number one factor which has determined long term interest rates and the r* (neutral 

rate consistent with prevailing inflation target). Debt levels can rise as interest rates drop, an experience we 

have lived more than any generation of consumers in the history of fiat money. However, without paying down 

this debt, defaulting on it, or experiencing prolonged periods of financial repression, interest rates are ultimately 

capped in how high than can go. Any increase above the funding ability of the economy leads inevitably to a 

(deflationary) correction. The drop in growth and inflation that occurs ratchets up real rates which in the end is 

what inflicts the most damage on the economy and financial markets. That is exactly why it is not until growth 

gives up that risk assets begin to reflect the true impact of interest rate hikes. 
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Debt to GDP

350%
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260%

Source: Bloomberg, FRED as at 31/07/23

Debt to GDP

230%

As the debt load has increased, cyclical peaks 

in real rates have trended lower

Debt to GDP
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360%

14 August 2023

Debt Controls Interest Rates 
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The US government has already seen the interest costs on its debt nearly double. The more debt they issue to 

cover these costs the more the economy will contract. This is essentially a vicious circle which doesn’t stop 

until the economy forces down rates to the point at which it can afford to cover its costs. Now spare a thought 

for UK mortgage holders, many of whom will most likely face a major increase in interest payments at some 

time over the next two years.  It is surely not unreasonable to expect that at some stage over this period the 

Bank of England will be facing down a sharp deflation in discretionary spending. More broadly, the amount of 

debt in the global financial system is completely unprecedented with much of it raised at the exceptionally low 

interest rates of the last cycle. While many of the larger corporates have termed out their debt maturity profiles,  

many issuers will have come to the market out of necessity. In aggregate terms the US corporate market is 

now facing a ~$2trln refinancing over the next 2 years.  How many companies will be unable to stomach the 

higher rates? Something will likely have to give. In our view people will buy government debt and that of higher 

quality corporations. However, the majority of workers don’t work for these global leaders – the free spending 

days of the US consumer might not be with us again until we can cover our interest payments.

Global Factors - It is also important to note that the US is a component of the global economy and as such 

what happens abroad impacts the US eventually. China, a key driver of global growth since the early 2000s, is 

showing real signs of weakness. The implosion of the housing market and falling external demand cannot 

simply be offset by local consumption. Remember 80% of the colossal savings built up in China over the last 

number of decades is invested in the housing market. Europe is also fighting structural issues with Germany in 

particular facing an uncertain future for its key manufacturing sector. The German economy has relied heavily 

on exports to power its economy, recent PMI data makes for troubling reading in this regard. 

Source: Apollo Asset Management
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Interest rates work with a lag. Without exception, we will hear pronouncements that all is clear on the economic 

front before the real impact of rate hikes has really hit home. Today is no different. As we have mentioned 

many times before – the unpredictability of economic certainty makes our life difficult in the short run but more 

manageable in the medium and long term. We are seeing plenty of evidence in the credit markets that the rate 

hikes started only last year are beginning to bite. We believe that central banks in the west are serious about 

inflation and by every indication are going to do too much rather than too little to tame it.

In Summary 

There are plenty of reasons to be concerned about our debt levels. For some it will ultimately mean default. 

However, the US Treasury market works in a very different way (owing largely to the status of the USD) and as 

such has a self-correcting mechanism built in. We see a cyclical shift in inflation due to the excessive levels of 

debt outstanding. Plenty of this debt is not even visible thanks to the explosion of the shadow banking industry 

since 2008 (the next big disaster created by our all-knowing central banks). Once the defaults move from the 

back page to the front page of your sell-side strategy pieces, owning Treasuries will become an attractive 

proposition pretty quickly and the structural issues will once again be kicked back into the long grass.  
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IMPORTANT INFORMATION

Rubrics Global UCITS Funds Plc is a variable capital umbrella investment company with segregated liability 

between sub-funds; incorporated with limited liability in Ireland under the Companies Acts 2014 with 

registration number 426263; and authorised by the Central Bank of Ireland pursuant to the European 

Communities (Undertakings for Collective Investment in Transferable Securities) Regulations 2011, as 

amended). This document is for information only and does not constitute an offer or solicitation to deal, 

whether directly or indirectly, in any particular fund. Nothing in this document should be taken as an 

expressed or implied indication, representation, warranty or guarantee of performance whether in respect of 

income or capital growth. No warranty or representation is given as to the accuracy or completeness of this 

document and no liability is accepted for any errors or omissions that the document may contain. The Key 

Investor Information Documents (“KIIDs”) and prospectus (including supplements) for Rubrics Global UCITS 

Funds Plc are available at www.rubricsam.com. The management company of Rubrics Global UCITS Funds 

Plc is Carne Global Fund Managers (Ireland) Limited (the “Management Company”). The Management 

Company is a private limited company, incorporated in Ireland on 16 August, 2013 under registration 

number 377914. The investment manager of Rubrics Global UCITS Funds Plc is Rubrics Asset 

Management (Ireland) Limited (the "Investment Manager"). The Investment Manager is a private company 

registered in Ireland (reference number:613956) and regulated by the Central Bank of Ireland in the conduct 

of financial services (reference number:C173854). Details about the extent of its authorisation and 

regulation is available on request. Rubrics Asset Management (UK) Limited is an appointed representative 

of Laven Advisors LLP, which is authorised and regulated by the Financial Conduct Authority of the United 

Kingdom (Reference number: 447282). Laven Advisors LLP is not authorised to promote products to retail 

clients, all communications originating from either Laven Advisors LLP or Rubrics Asset Management (UK) 

Limited is therefore intended for professionals and eligible counterparties only. Data Source: © 2020 

Morningstar. All Rights Reserved. The information contained herein: (1) is proprietary to Morningstar and/or 

its content providers; (2) may not be copied or distributed; and (3) is not warranted to be accurate, complete 

or timely. Neither Morningstar nor its content providers are responsible for any damages or losses arising 

from any use of this information. www.morningstar.co.uk. 

For South African investors: In the Republic of South Africa this fund is registered with the Financial Sector 

Conduct Authority and may be distributed to members of the public. In addition to the other information and 

warnings in this document, the Financial Sector Conduct Authority of South Africa requires us to tell South 

African recipients of this document that collective investment schemes are generally medium to long-term 

investments, collective investment schemes are traded at ruling prices and can engage in borrowing and 

scrip lending and that a schedule of fees and charges and maximum commissions is available on request 

from the manager. Because foreign securities are included in the investments within this collective 

investment scheme, we are also required to disclose to you that there may be additional risks that arise 

because of events in different jurisdictions: these may include, but are not limited to potential constraints on 

liquidity and the repatriation of funds; macroeconomic risks; political risks; foreign exchange risks; tax risks; 

settlement risks and potential limitations on the availability of market information. 

Additional Information for Switzerland: The prospectus and the Key Investor Information Documents for 

Switzerland, the articles of association, the annual and semi-annual report in French, and further 

information can be obtained free of charge from the representative in Switzerland: Carnegie Fund Services 

S.A., 11, rue du Général-Dufour, CH-1204 Geneva, Switzerland, tel.: + 41 22 7051178, fax: + 41 22 

7051179, web: www.carnegie-fund-services.ch. The Swiss paying agent is: Banque Cantonale de Genève, 

17, quai de l’Ile, CH-1204 Geneva. The last share prices can be found on www.fundinfo.com. For the shares 

of the Funds distributed to non-qualified investors in and from Switzerland and for the shares of the Funds 

distributed to qualified investors in Switzerland, the place of performance is Geneva. Carne Global Fund 

Managers (Ireland Limited reserves the right to terminate the arrangements made for the marketing of this 

product in any EEA jurisdiction in accordance with the UCITS Directive.
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